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EXECUTIVE SUMMARY
SONOITA VALLEY WATER COMPANY

DOCKET NO. W-20435A-07-0143

Sonoita Valley Water Company ("Sonoita" or "Company") filed an application with the
Arizona Corporation Commission ("Commission") on March 7, 2007, requesting authorization
of $121,000 of new debt. Sonoita recently acquired the assets and Certificate of Convenience
and Necessity ("CC&N") for Southern Water Corporation ("Southern") in Decision No. 69259
of January 19, 2007.

The owner and president of Sonoita is Mr. E. H. Lewis. Mr. Lewis is also the president,
CEO and a director of Lewis Development Corporation. The application states that Mr. Lewis
has provided $121,000 to Sonoita and Southern either personally or from Lewis Development
Corporation as a result of the need for plant additions, repairs and maintenance for the water
systems. T he wa ter  sys tems have issued promissory notes  in exchange for  the funds .
Commission approval of the transaction was not sought prior  to the transfer  of iiunds and
issuance of the promissory notes. Sonoita  now seeks retroactive authorization from the
Commission to treat the funds provided by Mr. Lewis and Lewis Development Corporation as
debt.

Mr. Lewis and Lewis Development Corporation had funds available to make the equity
infusions at the time funds were provided to the water systems. Sonoita did not apply for
Commission authorization to incur debt before receiving funds from Mr. Lewis and Lewis
Development Corporation as required by A.R.S. §40-301 .

Staff finds that authorization for  issuance of debt would serve to weaken Sonoita 's
financial position by introducing more debt in the capital structure and exposing the Company to
increased financial risk. Classification of the proceeds from Mr. Lewis and Lewis Development
Corporation as debt would create a highly leveraged capital structure. Should the Commission
author ize the loans ,  the combined capita l  s t ructure of  Sonoita  and Southern would be
approximately il0.8 percent short-term debt and negative 10.8 percent equity. Given retroactive
authorization of $121,000 in new debt, the Company's pro forma times interest earned ratio
("TIER") is negative 7.94 and the debt service coverage ratio ("DSC") ratio is negative 0.18.

Staff concludes that issuance of new debt by Sonoita is inappropriate at this time as the
Company would have an excessively high proportion of debt in its capital structure and does not
presently have the ability to service debt payments. Staff recommends denial of Sonoita 's
application for authorization to issue $121,000 in new debt and classification of the funds as
"Other Paid-In Capital."
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S ONOITA VALLEY WATER COMP ANY
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In tro d u c tio n

S onoita  Va lle y Wa te r Compa ny ("S onoita " or "Compa ny")' file d a n a pplica tion with the
Arizona  Corpora tion Commiss ion ("Commiss ion") on Ma rch 7, 2007, re que s ting a uthoriza tion
of$l21,000 of ne w de bt

Public  Notice

S ono ita 's  a pp lica tion  inc lude d  a n  a ffida vit a tte s ting  tha t no tice  o f the  fina nc ing
a pplica tion wa s  ma ile d to a ll of S onoita 's  cus tome rs  on Ma rch 6, 2007. A copy of the  notice  is
attached

Compliance

Sonoita  has no outstanding Commission compliance  issues

Background

S onoita  is  a n Arizona  for-profit corpora tion s e rving cus tome rs  in S a nta  Cruz County
Arizona . S onoita  pre se ntly provide s  se rvice  to a pproxima te ly 79 re s ide ntia l cus tome rs  a nd 19
commercia l cus tomers . Sonoita  recently acquired the  asse ts  and Certifica te  of Convenience  and
Ne ce s s ity ("CC&N") for S outhe rn Wa te r Corpora tion ("S outhe rn") in De cis ion No. 69259 of
J a nua ry 19, 2007. The  a cquis ition a dde d 39 re s ide ntia l a nd 19 comme rcia l cus tome rs  to
Sonoita 's  customer base

Purpos e  of the  Financ ing Applica tion

The  owne r a nd pre s ide nt of S onoita  is  Mr. E. H. Le wis . S onoita  re ce ntly a cquire d
S outhe rn's  a s s e ts  a nd CC&N. Mr. Le wis  is  a ls o the  pre s ide nt, CEO a nd a  dire ctor of Le wis
De ve lopme nt Corpora tion. The  a pplica tion s ta te s  tha t Mr. Le wis  ha s  provide d $121,000 to
S onoita  a nd S outhe rn e ithe r pe rsona lly or from Le wis  De ve lopme nt Corpora tion a s  a  re sult of
the  need for plant additions , repa irs  and ma intenance  for the  wa te r sys tems . Of the  tota l funds
provided to the  wa te r sys tems, $40,200 was  provided by Mr. Lewis  pe rsona lly and $80,800 was
provided by Lewis  Deve lopment. The  wa te r sys tems have  issued promissory notes  in exchange
for the  funds . The  promissory note s  s tipula te  repayment within one  yea r. Commiss ion approva l
of the  tra nsa ction wa s  not sought prior to the  tra ns fe r of funds  a nd is sua nce  of the  promissory
notes . S onoita  now s e e ks  re troa ctive  a uthoriza tion from the  Commis s ion to tre a t the  ftmds
provided by Mr. Lewis  and Lewis  Deve lopment Corpora tion a s  debt

Sonoita is an Arizona corporation which was granted a CC&N by the Commission in Decision No. 68823

Docke t No. W_20435A_07_0143



Funding Approved as  Debt Funding a s  an Equity Infus ion
Short-Term Debt $129,218 110.8% $ 8,218 7%

Equity $ -12,630 -10.8% $108,370 93%
Tota l $116,588 100% $116,588 100%

S ONOITA VALLEY WATER COMP ANY
Docke t No. W-20435A-07-0_43
Page 2

Financ ia l Ana lys is

Capital Structure

Mr. Le wis  a nd Le wis  De ve lopme nt Corpora tion ha d funds  a va ila ble  to ma ke  the  e quity
infus ions  a t the  time  funds  we re  provide d to the  wa te r s ys te ms . S onoita  did not a pply for
Commis s ion a uthoriza tion to  incur de bt be fore  re ce iving funds  from Mr. Le wis  a nd Le wis

Sonoita  doe s  not ha ve  a cce ss  to ca pita l ma rke ts  a s  it is  not a  publicly tra de d compa ny
As Sonoita  lacks  access  to capita l marke ts  it is  appropria te  tha t Sonoita  have  as  much equity a s
poss ible  in orde r to re duce  fina ncia l risk. Accordingly, S ta ff finds  tha t authoriza tion for issuance
of de bt would se rve  to furthe r we a ke n S onoita 's  fina ncia l pos ition by introducing more  de bt in
the  capita l s tructure  and exposing the  Company to increased financia l risk

Cla s s ifica tion of the  proce e ds  Nom Mr. Le wis  a nd Le wis  De ve lopme nt Corpora tion a s
de bt would cre a te  a  highly le ve ra ge d ca pita l s tructure . For a  utility with a cce s s  to the  ca pita l
ma rke ts , S ta ff typica lly re comme nds  a  ca pita l s tructure  with a  minimum of 40 pe rce nt e quity of
tota l capita l (short-te rm debt plus  long-te rm debt plus  common equity) a s  appropria te  to provide
a  ba lance  of cos t and financia l hea lth. Absent a cce ss  to the  capita l ma rke ts , a  priva te ly owned
for-profit re gula te d utility s hould incur de bt prima rily a s  a  la s t re s ort. S hould the  Commis s ion
a u thorize  the  loa ns , the  combine d  ca p ita l s truc tu re  o f S ono ita  a nd  S ou the rn  would  be
a pproxima te ly 110.8 pe rce nt s hort-te nn de bt a nd ne ga tive  10.8 pe rce nt e quity. S hould the
Commiss ion not authorize  the  loans , e ffective ly cons ide ring the  funding an equity infus ion, the
combine d ca pita l s tructure  would be  7 pe rce nt short-te rm de bt a nd 93 pe rce nt e quity. A ta ble
de mons tra ting the  re s pe ctive  ca pita l s tructure s  is  s hown be low. The  ta ble  is  ba s e d on the
consolida ted 2006 financia ls  included in the  applica tion

TIER and DSC

S ta ff pre pa re d S che dule  S P I-1 us ing the  fina ncia l informa tion include d in S onoita 's
applica tion. Column A depicts  the  consolida ted financia l informa tion a s  of December 31, 2006
The  informa tion depicted in Column A assumes  tha t the  $121,000 in payments  to the  Company
a re  a n e quity infus ion a s  the s e  pa yme nts  ha ve  not be e n a uthorize d a s  de bt. The  pro forma
informa tion in Column B s hows  the  impa ct of a uthorizing the  $121,000 pa yme nts  a s  de bt
Given re troactive  authoriza tion of $121,000 in new debt, the  Company's  pro forma  times  inte res t
e a rne d ra tio ("TIER") is  ne ga tive  7.94 a nd the  de bt s e rvice  cove ra ge  ra tio ("DS C") is  ne ga tive
0.18. Sonoita 's  nega tive  0.18 pro Ronna  DSC and nega tive  7.94 pro forma  TIER a re  a  re sult of
having nega tive  opera ting income

Docket No. W-20435A-07-0143
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DSC represents the number  of t imes internally generated cash will cover  required
principal and interest payments on short-term and long-term debt. A DSC less than 1.0 indicates
that operating cash flow is insufficient to cover debt obligations

TIER represents the number of times earnings will cover interest expense on short-term
and long-term debt. A TIER greater than 1.0 means that operating income is greater than interest
expense. A TIER less than 1.0 is not sustainable in the long term but does not necessarily mean
that debt obligations cannot be met in the short term

Engineering Analvsis

Staffs Engineering Report is attached. Sonoita submitted to Staff descriptions and costs
of projects associated with the request to incur debt. Staff reviewed these project descriptions
and costs and concludes that they appear to be reasonable and appropriate. Staff makes no "used
and useful" determination of the proposed plant and no particular future treatment should be
inferred for rate-making or rate base purposes

Conclusion and Recommendations

Staff concludes that issuance of new debt by Sonoita is inappropriate at this time as the
Company would have an excessively high proportion of debt in its capital structure and does not
presently have the ability to service debt payments

Staff recommends denial of Sonoita's application for authorization to issue $121,000 in
new debt

Staff further recommends classification of the $120,000 as "Other Paid-In Capital
instead of debt in accordance with the National Association of Regulatory Utility Commissioners
Uniform System of Accounts
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Sonoita Valley Water Company, Inc.
Docket No. W-20435A-07-0143
Application For Financing

Schedule SPI-1

Selected Financial Data
Including Immediate Effects of the Proposed Debt

[A]
12/31/2006

[B]
Pro Forma

1
2
3
4

Operating Income
Depreciation & Amort.
Income Tax Expense

$ (26,468)
4,088

45

$ (26,468)
4,088

45

Interest Expense
Repayment of Principal

24
0

3,326
121,000

TIER
-1,090.51 -7.94

DSC
[1+3] + [5]

[1+2+31 + [5+6] -921.79 -0.18

Short-term Debt* $8,218 7.0% $129,218 110.8%

Long-term Debt $0 0.0% 0.0%

93.0% -10.8%Common Equity*

Total Capital

$108,370

$116,588 100.0%

($0)

($12,630)

$116,588 100.0%

5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27 The $121,000 paid into company is retieaed as Common Equity in column A and as Short-term Debt in column B.



Ca pita l Improve me n ts Cost
Inta ngible s $199
Franchise $1,368
We lls $27,825'
Pumping Equipment $37,968
Dist. Reservoirs $934
TD Ma ins $26,481
Services $1,497
Me te rs $3,371

Sub Tota l $99,643
Operating Expenses
Hauled Wa te r (when the  we ll down) $2,475
Maintenance  & Opera tions $18,882

Sub Tota l $21,357
Tota l $121,000
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MEMQRANDUM

DATE : September 13, 2007

TO : S te ve  Irvine
P ublic Utilitie s  Ana lys t

F R O M: Katrina  Stukov
Utilitie s  Engine e r

Sonoita  Va lley Wate r Company
Fina ncing Applica tion
Docke t No. W-20435A-07-0143

Introduction

Sonoita  Va lley Wate r Company (the  "Company") ha s  filed an applica tion with the
Arizona  Corpora tion Commiss ion ("ACC") re que s ting a uthoriza tion to incur $121,000 in
debt due  to the  need to borrow funds to mainta in, repa ir and improve  the  C.ompany's  two
wate r sys tems from 2005 to 2007.

Construction Projects and Costs

The Company submitted spreadshee ts  with the  project descriptions  and a  breakdown of
costs  as  summarized be low:

RE:

1 This amount includes a $18,000 down payment for a new well.



Staff has reviewed the  above financing request and determined tha t the  above lis ted
Capita l Improvements projects  and costs  appear to be  reasonable  and appropria te .
However, this  does  not imply any pa rticula r future  trea tment for ra te  base . No "used and
useful" de termination of the  proposed plant was made, and no conclusions should be
inferred for ra te  making or ra te  base  purposes.

Wa te r Qua lity Complia nc e

The  Arizona  De pa rtme nt o f Environme nta l Qua lity ("ADEQ") re gula te s  the  wa te r
systems opera ted by the  Company. ADEQ has determined tha t these  water systems are  in
full complia nce  a nd de live ring wa te r tha t me e ts  wa te r qua lity standards re quire d by
Arizona  Adminis tra tive  Code , Title  18, Chapte r 4.2

ACC Compliance Status

A check of the  compliance  database  indica ted tha t there  were  no delinquencies for the
C0mpany_3

Cu rta ilme n t Ta riff

The  Company has  an approved curta ilment ta riff

2 Status reports dated August 1, 2006 and March 9, 2007 were used to determine compliance for some
systems.
3 Per compliance check dated September 12, 2007.



AFFIDAVIT OF PUBLICATION
SONOITA VALLEY WATER COMPANY

PUBLIC NOTICE OF AN APPLICATION FOR
FINANCING APPROVAL

I, Bonnie L. O'Connor, Secretary Treasurer of Sonoita Vallev
Water ComDanv hereby certify that the customers notification
attached to this affidavit was provided to all customers 'of
Sonoita Valley Water Company/Southern Water Co. by U.S. Mail
the 6" day of March, 2007.

o n

DATE: 3/06/07

COUNTY OF PIMA

STATE OF ARIZONA

)
)as
)

liz

EN P DELANEY
Notary Public - Arizona

pimp County
My Commission Expires

Moy 14,2008

SIGNED BEFORE ME THIS DAY OF v, 2007 l

l' *~;;
Notary Public

MY COMMISSION EXPIRES: W m *

up A: AFFID.NWC
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PUBLIC NOTICE
FINANCE APPLICATION

PUBLIC NOTICE OP AN APPLICATION FOR AN ORDER TO AUTHORIZE THE
ISSUANCE OF DEBT BY SONOITA VALLEY WATER

SONOITA VALLEY WATER COMPANY (APPLICANT) HAS FILED AN APPLICATION WITH THE
ARIZONA CORPORATION COMMISSION (COMMISSION) FOR AN ORDER AUTHORIZING THE
APPLICANT TO RECORD FINANCING APPROVAL. THE PRESENT RATES HAVE BEEN IN
EFFECT SINCE MARCH 1, 1991 . TI-IE AMOUNT OF FINANCING WILL BE FOR S 121,000.00 THE
APPLICANT HAS HAD TO BORROW MONEY FOR REPAIRS AND MAINTENANCE AND MUCH
NEEDED UPGRADES OF THE AGING SYSTEM OF SONOITA VALLEY WATER co.. AS WELL
AS THE SYSTEM FORMERLY KNOW AS SOUTHERN WATER COMPANY. THE MERGING OF
THETWO COMPANIES HAS BEEN APPROVED BY THE ARIZONA CORPOR.ATION
COMMISSION PER DOCKET #W-20435a-06-0410 & #W-2435a-06-0411. DECISION #69259.

THE AP P LICATION IS  AVAILABLE FOR INS P ECTION DURING REGULAR BUS INES S  HOURS
AT THE OFFICE OF THE COMMIS S ION IN TUCS ON, ARIZONA, 400 W. CONGRES S , ROOM218,
8570] AND AP P LICANT'S  OFFICE AT 2102 n. FORBES , BLVD. S UITE 107, TUCS ON, AZ 85745.

INTERVENTION IN THE COMMISSION'S PROCEEDING ON THE APPLICATION SHALL BE
PERMITTED TO ANY PERSON ENTITLED BY LAW TO INTERVENE AND HAVING A DIRECT
SUBSTANTIAL INTEREST IN THE MATTER. PERSONS DESIRING TO INTERVENE MUST FILE
A MOTION TO INTERVENE WITH THE COMMISSION WHICH MUST BE SERVED UPON
APPLICANT AND WHICH, AT A MINIMUM, SHALL CONTAIN THE FOLLOWING
INFORMATIONS

I) NAME, ADDRESS AND TELEPHONE OF THE PROPOSED INTERVENER AND OF ANY
PERSON UPON WHOM SERVICE OF DOCUMENTS IS TO BE MADE IF DIFFERENT THAN TI-IE
INTERVENER.

2) A S HORT S TATEMENT OF THE P ROP OS ED INTERVENER'S  INTERES T IN THE
PROCEEDING .

3) WHETHER THE PROPOSED INTERVENER DESIRES A FORMAL EVIDENTIARY HEARING
ON THE APPLICATION AND THE REASON FOR SUCH A HEARING.

4) A STATEMENT CERTIFYING THAT A COPY OF THE NOTION TO INTERVENE HAS BEEN
MAILED TO THE APPLICANT.

THE GRANTTNG OF MOTIONS  TO TNTERVENE S HALL BE GOVERNED BY A.A.C. R14-3-105,
EXCEP T THAT ALL MOTIONS  TO INTERVENE MUS T BE FILED ON, OR BEFORE, TI-IE 15TH
DAY AFTER THIS  NOTICE.


